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COMPTROLLER OF THE CURRENCY
Lay It On The Line: Purpose Of The External Audit was the title of an address by
Mr. C.T. Conover, Comptroller of the Currency before the California CPA Foundation
for Education and Research in Pebble Beach on 1/14/85. Mr. Conover began by stat
ing, "It's no secret that the banking business is changing rapidly; many of those
changes are creating new opportunities for CPAs." He then said that these oppor
tunities also create responsibilities. He went on to outline the focus of his
address: "Why banks benefit from external audits; how regulatory initiatives will
be used to promote their use; what responsibilities grow out of a larger involve
ment." Looking at the first area, Conover said that as banks engage in new activ
ities and offer new products, CPAs will be able to assist the banks in dealing with
"comp l e x accounting issues, systems development and modification, and operational
changes." Turning to the area of audited financial statements, Conover said that
they provide "far more detailed information than do unaudited statements." He
continued, "Access to audited financial statements to analyze a bank's condition
and make informed decisions would result in more effective market discipline."
As to regulatory initiatives which will promote the use of external audits,
Conover said, "The OCC no longer has the resources to act as business consultants
to banks, nor do we have the resources to examine every bank annually, particularly
with the increased number of problem banks. Nevertheless, we still believe that
an annual review by an independent third party is very important, because the con
dition of an institution can change rapidly in today's environment." Conover also
listed three steps which will increase external audit coverage: OCC will begin
requiring audits of newly-chartered banks which are not subsidiaries of audited
holding companies; selectively require audits of problem banks; strongly encourage
all national banks to obtain an "opinion audit".
The last subject area of his address dealt with the increased responsibility
of CPAs upon accepting engagements with banks, "touching on a few specific areas
for which your clients' shareholders and depositors, the public, and the regulators
will hold you responsible." CPAs will be relied upon to determine that adequate
and functional internal controls are in place. When CPAs issue an unqualified
opinion on the financial statements of a bank client, both the CPAs and the bank
management take "responsibility for the adequacy of the allowance for possible loan
losses." Conover specifically stated that the allowance for possible loan losses
should be based on a thorough review of the portfolio, not on past trends or ratios
He also stated that "audit workpapers should contain evidence" of the portfolio
review and "should support the conclusion that the allowance ultimately recorded
was adequate." Conover stated that the OCC was "seeing an increasing number of
'creative' transactions driven by the need for capital." He asked for help to
"get beyond the form of these transactions, and to determine that they are properly
accounted for on the basis of substance." Finally, Conover stated that if CPAs
"endorse reasonable industry practices and GAAP standards, regulators are likely
to accept such positions." This, according to Conover, will avoid placing banks
in the difficult position of having to comply with two sets of standards — "one
set for GAAP and another for regulatory purposes." Copies of the Comptroller's
speech may be obtained by contracting the AICPA at 202/872-8190 ext. 47.

FEDERAL COMMUNICATIONS COMMISSION
Establishment of a Uniform System of Accounts for Telephone Companies has recently
been proposed by the POC (see the 1/11/85 Fed. Reg., pp. 1590-1603). The Commis
sion is proposing to rescind Parts 31 and 33, USCA for Class A and Class B Tele
phone Companies, and USCA for Class C Telephone Companies, respectively. The pro-
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posed new Uniform System of Accounts for Telephone Companies, Part 32, would pre
scribe a single new uniform accounting system for all telephone companies subject
to the Commission’s jurisdiction. The proposed accounting system is intended to
establish a modernized financial accounting system for the telephone industry which
would meet the Commission's needs for financial information and would serve as a
basis for allocating costs by regulatory jurisdiction and service category. Com
ments are requested by 3/4/85. For further information contact Gerald Vaughan at
202/634-1861.

SECURITIES AND EXCHANGE COMMISSION
The future course of the financial responsibility rules for broker-dealers is the sub
ject of a solicitation of public comment by the SEC. While the Concept Release
(34-21651) detailing the plan encourages comment on all aspects of the financial
responsibility rules, it focuses on several specific topics involving the Commis
sion’s net capital rule. Some of the specific topics on which the Commission is
seeking comment include: whether the financial responsibility rules can be simpli
fied; how the rules affect a firms’ decision-making; whether there should be a
single net capital standard for all firms, and whether a net worth test using GAAP
should replace the net capital rule only for firms which do not hold customer
funds/securities or for all firms doing a public business. Further, the Commission
has released a report on the financial structure of the securities firms entitled,
The Financing and Regulatory Capital Needs of the Securities Industry (Capital
Study). The Capital Study describes the financial responsibility rules, and exam
ines how the capital needs of the securities industry have been affected by trends
in the industry's financial structure and by regulatory changes. Comments are
requested by 4/30/85. For further information concerning the Concept Release,
contact Michael Macchiaroli at 202/272-2904. For information concerning the Capi
tal Study contact William Atkinson at 202/272-7100.

TREASURY, DEPARTMENT OF
Any estimated tax underpayment attributable to taxable social security benefits will
not be assessed estimated tax penalties, according to a recent IRS press release
(IR 85-3) . The IRS has authority to waive the underpayment penalty in certain
limited circumstances, under a provision of the 1984 Tax Reform Act. Since 1984
is the first year for taxing social security benefits and many recipients were un
aware that the taxable portion had to be considered in making estimated tax pay
ments, the IRS has determined that imposing the penalty would not be appropriate
under these circumstances. The penalty will be assessed for taxpayers that failed
to make the required estimated tax payments on other sources of income, such as
interest and dividends, the Service emphasized. Tier 1 railroad retirement bene
fits will be treated in the same manner as Social Security benefits. For additional
information contact the IRS Public Affairs Division at 202/566-4024.

SPECIAL: SMALL BUSINESS C O M MITTEE TO EXAMINE IMPACT OF "TAX SIMPLIFICATION"
A series of hearings to explore the impact of current "tax simplification proposals"
were announced by Sen. Lowell Weicker (R-CT), Chairman, Senate Small Business Com
mittee on 1/16/85. According to Sen. Weicker, "Each plan to restructure our
nation's tax system presently under consideration, may if enacted, significantly
alter the financial course of the small business sector. It is therefore essential
that we provide business owners with the opportunity to express their views on how
these proposed tax reforms will affect them." Of specific interest to Weicker's
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Committee were Treasury proposals to "repeal the investment tax credit, replace the
accelerated cost recovery system (ACRS) with a slower depreciation system, provide
direct expensing of all or a portion of equipment costs, and eliminate the current
capital gains exclusion while indexing the basis of capital property." Regional
hearings will be held in South Dakota, Illinois, Montana, and Arkansas. For further
information contact Lisa Linden at 202/224-5175.

SPECIAL: SOME HOUSE AND SENATE MEMBERS TO SEEK REPEAL OF RECORDKEEPING RULES
A legislative initiative to repeal the "adequate contemporaneous records" provision
in the 1984 tax law is expected early this week, according to Congressional
sources. Five senators, including four members of the Finance Committee plan to
introduce legislation on 1/21/85 that would repeal the compliance aspects of the
new law intended to limit personal use of business vehicles, as well as the $25
fine for failure by tax preparers to notify taxpayers of the new recordkeeping
requirement.
It should be noted that although the substantiation rules of the 1984
Act apply to all "personal use property" the Senate intends to repeal the rules
only as they relate to autos. Prior law will be used in the case of an auto, but
for other personal use property listed in the Act, the "adequate contemporaneous
records" rule will remain in effect. According to staff aides for Rep. Beryl
Anthony (D-AR), the House Ways and Means Committee will either introduce an identical
measure, or one that calls for straight repeal of the entire section.
In a relat
ed matter, organization of an effort to repeal the 1984 tax act provision was voted
the third most important concern for small business by the Small Business Legisla
tive Council. The council is composed of 88 national trade groups and professional
associations representing over 4 million small businesses.

For additional information, please contact Stephanie McCarthy, Gina Rosasco,
or Nick Nichols at 202/872-8190.
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